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LETTER OF TRANSMITTAL

December, 1960
HownoraBLE RALPH BrOWN
Speaker of the Assembly
State Capitol, Sacramento, California

Mr SpEARZR AND MEMBERS OF THE As<EMBLY - Pursuant to House
Resolution No. 3262 of the 1959 General Session, directing the
Assembly Interim Committee on Civil Serviee and State Personnel to
ascertain, study and analyze facts relating to the State Civil Service
System and state personnel, your commattee transmits herewith the final
report of its findings and recommendations.

Legislation recommended by the commuittee is set forth in this report,
along with committee observations and committee recommendations.
Legislative action has not been recommended fur some of the subjects
studied, because such action has been deemed unnecessary or inappro-
priate at this time, or becaunse further research and study appear neces-
sary.

The ecommittee spent a considerable part of its time hearing the sub-
jeets of Medical Care Insurance and concolidation of Federal Social
Security with the State Employees’ Retirement System, along with
other retirement bills and related matters

Ten committee hearings were held as follows: September 28, 1959,
Sacramento ; November 16 and 17, 1959, San Franciseo; December 14,
1959, Sacramento; January 18 and 19, 1960, Los Angeles (night hear-
ing on Social Security January 18); February 24 and 25, 1960, San
Franciseco; April 26, 1960, Napa (night hearing on Social Security);
June 20 and 21, 1960, San Diego (night hearing on Social Security
June 20); July 25 and 26, 1960, San Francisco (night hearing July
25 on Social Security) ; August 18 and 19, 1960, Eureka (night hear-
ing August 18 on Social Security) December 20, 1960, Sacramento
Two sub-committee hearings were held in Sacramento; one on January
25, 1960, and one on October 20, 1960.

Transcripts of the hearings and other information submitted are
available in the office of the Chairman of the Committee, Charles W.
Meyers, Room 3154, State Capitol, Sacramento, California

Respectfully submitted,
CHARLES W. MEYERS, Chatrman
Epwin L Z’BERG, Vice Chairman
MoNTIVEL A. BURRE
Rex M CUNNINGHAM
SamueL R. GEDDES
RicaARD H. McCoLLISTER
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MEDICAL CARE INSURANCE

RECOMMENDATIONS

1. The Assembly Committee on Civil Service and State Personnel
forcefully recommends that the State should forthwith establish, ad-
minister and partly firance a long-delayed basic medical care insurance
program for state employees, for the following reasons among others
set forth in this report .

A. To promote increased economy and efficiency in the State Service,

B. To enable the State to attract and retain qualified employees by
providing health benefit plans siilar to those commonly provided
n private industry and m other public jurisdictions

C. To recognize and protect the State’s investment 1n each perman-
ent employee by promoting and preserving good health among
state employees

2. The program should be administered by the Board of Administra-
tion of the State Employees’ Retirement System. The board should ap-
prove health benefits plans and may eontract with ecarriers offermg
basic health benefits plans. Such plans should inelude, by law, hospital
benefits, surgical benefits, in-hospital medical benefits, out-patient bene-
fits, obstetrical benefits, and may meclude other medical benefits as de-
termined by the board Lafe insurance should not be included in the
coverage. The board should make available to those eligible to enroil in
any approved health benefit plan sufficient mformation as will enable
employees or annuitants to exercise an informed choice among types
of plans available.

3. The State’s contribution should be sufficient to cover the costs of
a basic health benefits plan, or $5 per month for each employee, which-
ever is the lesser amount The State’s contribution should commence
following six months of employment for each employee. Administrative
costs should be borue by the State over and above the cost of monthly
contributions.

4. Former employees on the state retirement rolls should be eligible
to enroll 1 an approved health benefits plan, either as individuals or
for selves and family. Enrollment by any employee or annuitant shall
authorize the deduetion of contributions from the employee’s or an-
nuitant’s salary or retirement allowance.

5. Employees of the University of California would become eligible
to participate in the state program only upon approval of the Board
of Regents of the university.

FINDINGS

The necessity and desirability of providing partially state-financed,
basic medieal care insurance for state employees has been widely rec-
_ognized for years, Enabling measures have been considered in the Leg-
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16 INTERIM COMMITTEE ON CIVIL SERVICE AND STATE PERSONNEL

islature at least since 1953, and the Assembly Interim Committee on
Civil Service and State Personnel recommended such legislation at
the 1957 and 1959 sessions

‘While there has long been general agreement on the growing need
for this sort of program, there have been unresolved questions over
details During 1959 and 1960, this commuttee held hearings 1n various
parts of the State and sought diligently to resolve differences over
specifics All witnesses and committee members were unanimous in the
feeling that a medical plan should be enacted for state employees The
specific recommendations in this report. including the proposed aet
shown 11 the appendix are the outcome of the committee’s deliberations

Possibly no other single factor tended to give greater emphasis to
the growing need for a state employee medieal insurance program since
the last interim committee study on the subject than the granting by
the 1959 Congress of such benefits to federal workers across the Iand
Previous studies showed that many foreign counties, ineluding Canada,
Italy and Switzerland, have for years provided their civil service em-
plovees with health insurance

OF great significance is a special survey of health and welfare benefits
in California local government ageneies by the California State Person-
nel Board in September-November of 1959. The survey showed the
growing trend toward government participation in employvee medical
plans in this State

It was found that of 53 Cahifornia counties responding to the survey,
none was without some sort of health and welfare plan for its em-
ployees Thirty-seven of the counties, nr 70 percent, were paying part
or all the cost

Of 146 cities that returned questionnaires, 139 had benefit plans for
employees, and 118, or 85 percent, were paying all or part of the cost

Of the 155 cities and counties contributing to employee medical pro-
grams, 63 were paymg 41 to 60 percent of the eosts, and 51 paying 81
to 100 percent

As a trend indicator, the Personnel Board looked at 44 counties and
85 cities that have responded to this type of survey sinee 1953. This
showed that in 1953, 28 percent of the counties with health and welfare
plans were contributing to the costs. This rose to 47 percent in 1955;
50 pereent in 1956; 62 percent in 1957; 64 percent in 1958, and 73
percent in 1959

Of the cities, 27 percent were paying part or all of the costs of such
plans in 1953, rising to 92 percent in 1959

The Personnel Board as far back as 1956 strongly recommended that
health and welfare benefits be enacted for state employees. In 1957, the
board observed.

“The state worker does not have the protection of the variety
of benefits that are now normally provided in industry, such as
aceident and health insurance: medical, surgical and hospital in-
suranee; life insurance; unemployment insurance; and Old Age
and Survivors Insurance

“‘The practice of the employer either fully or partially paying
for employee health and welfare plans is almost universal in pri-
vate industry in California.”’
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The Personnel Board also observed that the Legislature actually es-
tablished a precedent in the field when in 1957 it extended health and
welfare benefits to 215 easually employed trades workers and 550 print-
mg trades employees For these employees, the State pays the entire
premium for hospital, medical and surgical insurance for the employees
and their dependents.

Whereas this committee is recommending a state contribution of $5
per month per employee for the 80,000 or so state workers not now
receiving sneh benefits, the current state contribution to the printing
trades group 1s $12 per month Rates of contribution for construction
workers are generally higher In both instances, the State conforms to
the practice in private industry and pays the amount agreed upon by
!abor-management negotiations 1 the industry in the particular areas
involved

A recent exhaustive, nationwide survey by the United States Cham-
ber of Commerce revealed that 98 pereent of the firms cheeked as rep-
resentative of national practice made contributions to employee health
and welfare programs In the printing, petroleum, primary metals,
electrical machinery and some other industries the chamber found 100
pereent of the firms eontributing to employee ‘‘life insuranee preminms,
death benefits, sickness, aceident and medieal care msurance premiums,
hospitalization insurance, ete ’’

The same survev showed that the representative firms reported ex-
pending 2 3 percent of their payrolls for emplovee health and welfare
benefits This compares with California expenditures of less than one-
tenth of one percent for the relatively few employees mentioned above

In conclusion, 1t should he noted that this committee m Mareh, 1960,
announced general agreement by all mterested parties in health insur-
ance legislation for state employees and asked Governor Edmund G
““Pat’ Brown to place the subject on the call of the special session.
(See Appendix A for proposed bill )

It was publicly announced at the time that the following organiza-
tions had endorsed the committee proposals: The Blue Crnss Plan,
Kaiser Foundation Health Plan, Ine ; California Association of High-
way Patrolmen, Califorma Vision Services, California State Employees
Association ; California Labor Federation AFL-CIO, California State
Employees Unions Council AFL-CIO, Cal-Western State Laufe Insur-
ance (o ; State Employees’ Retirement Svstem ; Public Health League;
State Personnel Board, University of California; California School
Employees Association, and others.
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CONSOLIDATION OF STATE EMPLOYEES' RETIREMENT
SYSTEM WITH SOCIAL SECURITY

FINDINGS

This committee held many hours of hearings on this controversial
subject among state employees, ineluding unprecedented might sessions
i Napa m April, San Diego in June, San Fraueisco m July, and
Eureka m August The committee will be recerving additional informa-
tion and facts and plans to discuss this subject at 1ts next executive
committee meeting.

At the outset of each hearing, Wilham E. Payne, executive officer of
the State Employees’ Retirement System, set the backgrounad for discus-
sion by briefly outhning the history of federal social seecurity
legislation.

The original Social Security Act of 1935 was aimed at providing a
reasonable subsistence to workers in industry and commerce and did not
cover any governmental employees In 1939, the survivors’ benefit sec-
tion was added, providing protection to the dependents of retired
workers and to the survivors of workers themselves. In 1950, new
groups were added to social security coverage, including state and
local governmental employees, providing these employees were not al-
ready covered by a retirement system. In 1954 tlus was changed to
provide for coverage of state and local governmental employees even
though they were already covered under a retirement system, providing
a majority of the members of the system voted in favor of such
coverage.

As a result of these and other extensions, social security coverage
has grown to the extent that today almost 100 percent of nongovern-
mental employees, and some 70 percent of government employees, are
s0 covered This includes the general state employees of most states
w11th the exception of Califormia, but excludes federal employees them-
selves.

After federal law was amended in 1954 to permut eoverage of state
and local governmental employees, the California Legislature, i 1955,
adopted legslation authorizing a referendum, then required by law, to
determine whether Califorma state employees wished to be covered by
social security. The means of coverage would have been under the so-
called offset system, where additional benefits gained through social
security would have been generally offset by reduced benefits under the
state system.

Also at that time 1t was necessary that all of the group be brought
under social security, or none. The proposal was defeated at employee
;‘eferendum m 1955 by a vote of 34,102 agamnst integration to 12,858 in
avor.

Subsequently, the Congress permitted members of state and local
governmental retirement systems to co-ordinate with social security

(15)
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by the so-called division or optional choice approach, eliminating the
federal requirement for referendum.

The Board of Administration of the California State Employees’ Re-
tirement System recommended legislation at the 1957 California Legis-
lature permitting the division of SERS for purposes of social security
coverage, with each member of the system allowed to make an indi-
vidual choice of eontinuing with SERS solely or of seeing lus benefits
eo-ordinated with social security. All new employees would be cov-
ered No referendum would be required under this plan, which still 15
supported by the retrrement board

The 1957 Session did enact legislation permitting the division of
SERS for the purposes of social securlty coverage But because of con-
troversy over the subject among state employees, the Legislature added
the 1equirement that there be an election among members of the system
before the division eould proeeed

In addition, the 1957 Legislature allowed employees of some 21
counties under the 1937 County Retirement Act to proceed to social
security coverage under the divided approach

In jts 1958 report to the Governor, the SERS Board of Adminstra-
tion recommended that the Legislature provide Social Security cover-
age of state employees, retroactive to January 1, 1956, and that the
coverage be by division of the state system permitting each member
to choose

The board recommended that 1f this free choice were enacted there be
a modification of the present so-called Y oth formula of 8ERS, under
which a state employee retiring at age 60 receives an allowancee amount-
ing 0 50th of his bighest three-year salary average, times the number
of years he has in the system Under the existing formula, an employee
retiring at age 60 after 30 years in the system receives a retirement
allowance of one-half of the average of his highest three years of
salary.

Under the change proposed by the SERS, the Yoth formula wonld
be modified to a ¥4oth formula on that portion of salary that 1s subjeet
to Soeial Security tax The basis for the so-called Ygth-144th formula
18 to control the costs for both the State and the employee who elects
co-ordinated coverage, so that in neither case would the cost reach
unrealistie levels It also should be noted that the Y,th-15,th formula
was adopted by the Legislature for the independent county retirement
systems under the enabling legislation enacted in 1957

At the 1959 legislative session, the Retirement Board sponsored a
measure, S B, 704, to permut present state employees to elect co-ordi-
nation with Social Security on an individual basis, under the 34gth-
12oth formula, and without a referendum All new employees would
be covered by co-ordination

At the same session, the Cahfornia State Employees Association had
legislation introduced, A B 2062, providing for survivorship benefits
under SERS The CSEA opposed the Retirement Board proposal. The
result was that AB 2062 was amended to provide for an election
among members of SERS on the question of dividing the system to
provide Social Security coverage on an optional basis for present em-
ployees, with all future employees automatically coming under the
co-ordinated coverage
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This measure, ultimalely adopted by the Legislature, also provided
that those members who did not take Soeial Security coverage, could
select a survivors’ benefit within the state system. This same choice
was given classiied school empluyees, who are members of the Retire-
ment System, exeept 1n their case, because of strong representations
made by their vtheial spokesmen, the requirement of an election was
deleted.

The SERS board supervised an election among state employees on
the vo-ordimation proposal i the fall of 1959, and the proposal was
defeated by a vote of 43,411 to 32,303

The Califorma State Kmployees for Soeal Security promptly charged
that the Califorma State Employees Assoclation had misled its mem-
bers on the proposal and that there had been irregularities m the
election, A smit was filed 1n San Francisco Superior Court asking that
the election be invalidated, hut the swit farled

Subsequently, the CSEA, the Retirement System Board, this com-
mittee, and other interested parties memormalized Congress to elim-
mate a 1960 deadline m federal law for providing retroactive Social
Security to members of state and local systems electing to co-ordinate
with Soctal Security The federal law was amended by Congress elim-
matig any deadline It now authorizes a maximum of five years of
retroactive coverage dating from an agreement to co-ordinate (This
and other 1960 changes made by the Congress 1n the Social Security
law are reviewed by the Califorma Legislative Counsel mm Appendix E
to this report )

Durmg 1ts many hearings in 1960, the Assembly Interim Committee
on Civil Serviee and State I’ersonnel heard the pros and cons of co-
ordination m testimony from scores of witnesses, mneluding Mr. Payne
of the State Employees® Retirement System, Chief Counsel John Me-
Elheney, President Ray Rusk and staff member George Feinberg of
the California State Employees Association, Otto Hahn, International
Vice President, and Sam Hunegs, International Representative of the
American Federation of State, County and Mumeipal Employees AFL-
CI0; President Frank D. Robmer, Seeretary-Treasurer Jim Verby, and
Dr R Thayne Robson, for the California State Employees for Social
Security, Bud Aronson, Secretary-Treasurer, Union of State Em-
ployees, AFL-CIO Many other interested mdividuals also testified and
transcripts of all hearings ave available at the Capitol office of the com-
mittee chalrman, Charles W, Meyers,

‘While stressing that his board has long felt that gains of eo-ordina-
tion outwelgh disadvantages for most state employees, Mr. Payne out-
lined advantages and disadvantages as follows.

Advantages

(1) Immediate survivors protection to most state members of the
system; (2) mecreased retirement benefits of little or no immediate
merease 1 cost for present members; (3) early qualification for more
maximum retirement benefits for many career state employees due to
retroactive coverage, (4) greater employment mobility for state em-
ployees and prospective state employees, (5) better competitive recruit-
g position for the State as an employer, this will be mnereasingly true
as coverage becomes more widespread among public employees; (6)
short-term employees retamn Soeral Security credit on leaving state

3--L-2127
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service, the experience under the State Employees’ Retirement System
15 that most wilhdraw contributions thereby termmating rights to bene-
fits, (7) Sowial Securnty benefits favor lower salary employees, (8)
the wife’s Social Security benefits supplement the retirement allow-
ance, (9) survivors allowance permits retiring members to select lesser
optional settlement thereby 1ncereasing his retirement mmcome

Disadvantages

(1) Schedule nereased cost from 3 percent on the first $4,800 of
earned ncome to 4% percent by 1969, (2) probability of further future
cost inerease to both employee and employer, (3) diffienlty in mam-
tamning appropriate co-ordination 1f SBoeial Security program 1s radi-
cally changed, (4) difficult for the member to predict and compute the
retirement benefit, (5) eontrol m Congress prevents the Legislature
from exercising policy decisions n the retirement fleld, (6) minimum
age for retirenmient 1 65 or 62 for women under Souwal Security as
compared to 55 under the State Employees’ Retirement System, and
(7) nonrefund of contributions for separated employees The taxes
paid to the Social Security program are not returned either to the
employ ee or the emplover 1n the event the employee should leave cur-
rent employment, or he should die befure yualifymy for any benefits

Mr Payne estimated that under co-ordimation as proposed by his
board, the added eoverage eventually will eost the State some $10 nul-
lion a year

He noted the recent growth of Sveial Security coverage among public
employees of Califorma-

‘I think last year as a result of the legislative action, the growth
was the mo-t rapid of any one year, since we covered the classified
school employees of all school distriets in Califormia, with the es-
ception of Los Angeles city school employees who requested to be
deleted from such coverage action This amounted to somewhere
between 1,600 and 1,800 sehool districts

““At the present time 1 California, the employees of three out
of four cities are covered by Social Security The employees of
four out of five countres are covered by Social Security. And about
one-third of all other governmental jurisdictions are covered by
Social Security.

““T think from this review of coverage, it seems almost meseapa-
ble that coverage of public employees 13 proceeding at a rate which
will eventually result in the coverage of almost all of the public
employees 1 the United States, with the possible exception of
federal employees

*“A good share of state employees are still mterested 1 Social
Security coverage and are making strenuous eftorts to obtain it ”’

Mr Rohmer, stressing the advantages of Soeial Security co-ordina-
tion, asked that the Legnslature allow individual employees a free
choice, without further referendum. He said there was mueh confusion
and misinformation surrounding the 1939 referendum, and argued
that m any event 1t was unfair for the majority to deprive the minority
of a chowe just because the majority favored the present system, Mr
Rohmer said he spoke for 25,000 state employees He identified himself
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as president of the California State Employees for Social Security and
vice president of Council 256 of the American Federation of State,
County and Municipal Employees, AFL-CIO.

Jmn Verby, Secretary-treasurer of the California State Employees
for Social Security, concurred with Mr Rohmer and said many em-
ployees voted against their own best mterests at the referendum due
to eonfusion and misleading mformation He said the state costs under
consolidation, starting at about $+.000,000 a year and reaching $10.-
000,000 by 1969 due to projected mereases mm the Social Seeurity tax
rates, would be less costly than providing similar benefits under SERS

Dr R Thayne Robson, a member of the economies department at the
University of Califurma at Los Angeley, speaking for himself, asked
the committee “that lepivlation be enacted permitting each of the
current employees, state employees here in Cahfornia, the right to
choose on an individual basis whether or not they desire coverage under
a co-urdinated program ”’

Dr Robson cited problems faemy mndividuals who may wish to trans-
fer from a powtion covered by Social Securnty to a «tate job, and viee
versa This problem, he <aid may prevent people from taking state
Jobs, thus losmg Soeial Security coverage Also a state employee may
be reluctant to take a position elsewhere in industry that may he more
advantageous to him, and which he would be more wchned to take 1f
he had a contiuity i protection or in some part of his protection that
covered dutimg the joh change

Dr Robson said the nltimate $10 mllion 1nerease n state costs under
a consolidated program ‘‘could buy mtmitely more benefits through
co-ordination than it can through spending 1t m SERS ** Dr Robson
and his supportimg speakers sard they believed between G0 and 70 per-
cent of all present state employees would benefit under co-ordmation

During the course of its hearings, the rommittee recerved the follow-
g telegram from Thomas L Pitts, seeretary-treasurer of the Califor-
nia Labor Federation, AFL-CIQ

“*Consistent with the posttion maintamed before the Tegilature
at recent general sessions, we urge your conunittee to sponsor legis-
lation at the 1961 Session which will provide for co-ordimation on
the came formula eombined m A B Nu 2062, passed last year, but
withvut the emasculating proviien m that bill which denied to
state emplovees desiring vo-ordination the federally granted privi-
lege to divide for this purpuse without first requining a systemwide
referendum The great mjustice vf that provision 1s now fully ap-
parent 1 the eaplosne division that has fulminated 1n the state
serviee siee the 1eferendnm last year, and the resultant adverse
effect on state emplovee morale Valuable time has been lost be-
cause of the expiration of the 16troactive voverage provisions avail-
able to public employees 1 the Federal Noeial Security Law The
AFL-CIO w» workmg dihizently m Washington, D', to provide
for the necessary extension ot these retroactive proviswns In the
meantime, we believe vour committee has an obligation to state
emplovees to correet last year’s wiong and to prepare for the m-
troduetion of legislation at the next session which will seeure for
every state employee the opportumty to benefit from the advan-
tages of co-ordination as he or she may choose 1n accordance with
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the federal privilege already m the law We urge also that your
commuttee take 1mmediate action to communteate vour support of
retroactive extension to the California delegation in Congress

Representatnes of the California State Emplovees Association denied
allegations that the 1959 reterendum had been unfair and that the
CSEA bad misled its membership

(SEA Prewdent Ray T Rusk said the orgamzation had presented
both sides of the 1eue m 1ts publications and meetings, and filed the
followmg letter with the committee

Dear MR MEYERS

At the April 26, 1960, mecting of vour committee at Napa, vou
requested mterested sroups to state the reasons for their position
on the Soual Security co-otdimation 1ssue

As was indicated at your Napa neetine, we recognize that there
are advantages and diadvantages to eo-ordmation of the state
system with Social Security You may recall from previous testi-
mony references to the opion poll condueted by our erganization
i November 1958 At that time the advantaves and disadvantages
were stated for the henefit of our memhers They were as follows,
and these are the argmuents that were presented pro and con to
CSEA members m connection with Proposal B which was the pro-
posal **Shall there be eo-ordination of Socral Securtty and SERS

Arguments for Proposal B

1 The co-ordination proposal would provide survivors’ benefits
and mniereased service and dwisability retirement henefits for
many state employees Aleo, there would be retivrement benefits
for dependents

2 (o-orilination takes advantage of 1937 Soelal Security amend-
ments whreh allow emplovees who want OASDI coverage to get
1t without affecting others whe do not want such voverage

3 This voluntary chowe allows enrrent SERS embers to elect
the coverage which yields the greatest combined benefits Fm
example, a married couple working for the State can, through
the hushand’s choosing the plan and the wife nut choosing i,
enable the wife to rveceive the QASDI wife’s benefit m addition
to her full SERN allowance

4 Co-ordmmation allows continuty of Seeial Security coverage for
employ ees who go from state serviee to private employment or
other governmental employment covered by Sovial Security. as
well as for those nho enter state service from covered empluy-
ment

5 Proposal B will cost both emplovees and the State less than

Proposal A Tlns lower state eost will unprosve the posability of

gettine legislative action m 1959

QASDI c¢an be obtained for state employees on favorable terms

only if we get legislation 1 effect before Jannary 1, 1960 The

present federal law granting QASDI coverage retroactive to

January 1, 1956, 1equires coverage m etfect hefore 1960

oy
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Posstbilits for fulure benefit muprovements <hould he good,
see history has shown that QASDT benefits have been in-
ereased regularly
OASDT benefits are exempt from state and federal mcome taxes
9 Co-ordination’s retroactive features would give many SERS
members a retund of part of their SERS contiibutions since
January 1956
These were the arguments that we presented to our members
favarable to the vo-ordination

ks 21

A That Were Pr d in O) ition or Agai [~ dinati

1 Co-ordination would create two separate groups of state em-

ployees with different retivement henefits A time goes on, the

State would contrbute mote for those under OASDI than for

those ander SERS alone

SERS members choosing to 1emain under the existing system

would he m a dimimshing eroup 1t may be more diffieult for

CSEA to get futwe legislation to mpove retirement benefits

for this group as 1t bevame <maller

3 Acts of Congress and regulations of the Federal Soual Seeurity

Admmstration would aftect the pmtion of our retirement al-

lowanee conng from QOASDI, whereas now all benefits and costs

ate entirely wder state control

Reeent history shows a tendency m Congress to ra1se OASDI

contribution rates

A retired SERS member aged 65 to 72 who has QOASDI cover-

age and who secures employment loses a month’s OASDI por-

tion of his aggregate retirement allowance for every month m

which $100 15 carned after $1,200 has been earned durmg the

year 1lle also pavs OASDT taxes on these carnings

OASDI contributions are not refundable on separation from

state service or at death

Co-ordimation requies futare state employees tv come under

QASDI on entermg state sexvice If they were not required to

do s0, some mght gan certamn advantages by gualifying for

QASDI benefits mdependently through a spouse, or concurrent

outside employment o from OASDI coverage preceding or

following the period of state service

8 For maay state emiployees lutare scheduled OASDT {ax m-
creases will more than offset the rettind of past SERS contribu-
tions under co-urdination

L2

e

Nl

=3
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The results of the poll indicated that vur membership felt that
the disadvantages outweighed the advantages And the powtion of
the assoctation with 1espect to 1959 legislation relating to co-
ordmation was based on this conuder ation

Nevertheless, some of our membets, as 15 their right, have asked
their awoclation to re-examiue the facts and reconwider the position
taken m 1959 We are now in the process of making such a re-
exammation The mnformation developed will he made available to
the members of our governing body, the general couneill, which
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convenes at San Diego November 12-13, 1960 The future position
of the association depends on the action of this body

‘We welcome the interest of the committee in this problem, and
look forward to presenting to our members the facts, fizures and
other considerations which may be derwved through your mvesti-
gation, through our study and we hope that the decision we reach
will be based upon these facts and upon this information.

Ray Ll Rusg

!SBA Chief Counsel John W. McElheney sawd that at no time dur-
ing its pawsage through the 1959 Legistature did any of the groups
now eriticrzing the referendum object to AB 2062 or its referendum
clause

“It didn't come out the way they wanted 1t, so we now lear from
them,’’ he said.

Mr Rusk traved the lustory of the CSEA position on Soeial Security
eo-ordmation He noted that the membership of the State Employees’
Retirement Sy<tem turned down imtegration, on the offset basw, in
1955 After the Conpress permutted local system to divide and give
individnal employees a chowee, the CSEA conduvted an opinion poll
among 1ts membership that was ‘‘admittedly not completely conelu-
sive 7’

Subsequently, the CSEA (eneral (louneil, the supreme governing
body of the 7#,000-member employee organization, decided to seek
survivorship benefits withm the state system mstead of Social Security
co-ordmation On that basis, the CSEA entered the 1959 Legislature
with a mandate from its General Counetl to support legislation along
these lines

Tt was this legislation, sponsored by CSEA, into which was amended
the referendum procedure

According to Mr Rusk.

““Tns still meant that future employees mandatorily would have
to come under the provisions of the system, had the referendum
at that time been affirmative

““Now, while the association had a mandate to oppose co-ordina-
ton, the opposition to the revised, or compromise bill was with-
drawn when the election procedure was proposed by Members of
the Legislatare ’

At the November 12-13, 1960, meeting of the CSEA General Couneil,
referred to m Mr Runk’s letter above, which meeting was held after
this eommittee concluded 1ts public hearings, a resolution was adopted
setting forth the CSEA’s policy on retirement legislation at the 1961
Legislature

The resolution supports a free choice for each state employee as to
whether he wants Soeial Security coverage or not—without a referen-
dum—but subject to conditions, neluding a 20 percent merease in
benefits for those who choose nonco-ordmated benefits within SERS

The SERS board has estimated that a retroactive change to the 1/50th
formula under SERS, as long advoeated by the CSEA, would cost
the State $16 5 million annually if all members of the system including
retired members were affected.
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The full resolution of the CSEA General Couneil follows.

WhEREAS, All CSEA members are entitled to equal considera-
tion by the assomation and all SERS members are entitled to
equivalent returns on them investments, and

‘WirereAs, It 15 the objective of the association to obtain the
retroactive 1/50th formula; and

WaEREAR, A large group of state employees have expressed a
desire to obtain OASDI co-ordmated with SERS on a 1/60th-
1 90th basis, and

WHEREAS, Fear has heen expressed that co-ordination might im-
pair the rights and henefits of those members of SERS not co-
ordinating; and

WiiEreAs, Legislation which does not attamn the objectives of
this resolulion may be passed and be unacceptable to the member-
ship ; now, therefore be 1t

Resolved, That poliey 3 B 41 be amended to read as follows-
It is the contimuing policy of the association to vigoroudy oppose
any further legislation to integrate or cv-ordinate the State Em-
ployees’ Retirement System with OASDI unless such legislation
shall include all of the following-

1 Noenco-ordinated henefits at least equal to the retroactive
1, 50th formula with survivor henefits

2 Cu-ordinated benefits at least equal to the 1/60th-1/90th
formula

3 That 1t be the intent of the legislation that there shall be no
impairment of any of the rights and henefits of the present mem-
bers of SERS

4 Optional chowce of the retroactive 1/50th or eco-ordinated
formulas for present employees; and, be 1t further

Resolved, That if all four items listed above are not enacted or
any other legislation for co-ordination with SERS 15 enacted, then
the legislation must provide for a referendum on such legislation
as 15 enacted, and, be 1t further

Resolved, That legislation be introduced into the 1961 Session
of the Legislature to carry out the intent of this policy
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RETIREMENT ALLOWANCE INCREASES

RECOMMENDATION

The committee recommends enactment at the 1961 Session of the fol-
lowing measure mereasing retirement allowances of already retired
state employees and inereasing mnmmnm retirement benefits under the
state system, to refleet mereased hiving costs

Legislative Counsel’s Digest—State Employees’ Retirement System

Adds Sees 21251 6 and 21258 3, Gov C

Provides that retirement allowances of members who retived on or
before July 1, 1960, shall, in addition to any other inereases author-
1zed at the 1961 Regular Sewslon, be mnereased by amounts ranging
from 2-10 percent based on date of retirement Provides that no n-
crease shall exceed $50 1n the aggregate

Permitsy waiver of merease 1 henefits by member

Provides a minimum service retivement allowance of $900 per year
to members who retire at age 60 with 10 years of service with $Y0
a year mcreases for each additional year up to 20 years of service where
the minimum is increased from the present $1.200 per year to $1,800
per year

Makes sections applicable to eentracting agencies only on amend-
ment of thew contracts with the board to so provide,

PROPOSED ASSEMBLY BILL

An act to add Reetions 21251 6 and 21958 3 to the Government Cude, re-
luting to the State Employces’ Refirement System

The people of the State of California do enact as follows:

Secrioxn 1 Beetion 212516 15 added to the Government Code, to
read -

212516 (a) Every retirement allowance payable for time commenc-
ing on the effective date of this section to or on account of any member
who has retired on or prior to July 1, 1860, 1 hereby inereased by a
monthly amount which, when added to any other mcreases i such re-
tirement allowance made by the Legislature at 1ts 1961 Regular Session,
equals the pereentage nerease set forth m the following table opposite
the period during which the member’s retirement hecame effective, 1f
the retired member 1s entitled to be credited with 20 years or more of
state service, or, 1if the retired member 15 entitled to be credited with
less than 20 years of state service, by an amount which, when added to
any other increases in such retirement allowanee made by the Legis-
lature at 1ts 1961 Regular Sewsion, bears the same ratio to the percent-
age increase set forth 1n the following table opposite the period during
which the member’s retirement became effective that the number of

(271)
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completed years of state service with which the member 11 enfitled to
be eredited bears to 20 years-
Percentage of increase in monthly retire-
ment allowance where member 18 cn-
Perwnd dwing which refirement became filled to be ciedited with 20 o1 maore
effective years of stale service
On or prior to July 1, 1056
Twelve months ended July 1,
Twelve months ended July 1,
Twelve months ended July 1,
Twelve months ended July 1

No merease under this section shall exceed mn the aggregate the snm
of fifty dollars ($30) per month

(b) This section shall not apply to any contracting agency, nor to
retirement allowances or special death benefits payable to or m respect
to the retired or deceased employ ees of any eontracting agency, unless
and until the contracting ageney elects to be subject to 1ts provisions
by amemdment to 1t contract with the board, made as provided m
Section 20461 5, except that an election among the employees 15 1ot
1equired, or by express provision m s eontract with the board

Any 1nereage 1n allowances provided by tlus section shall not take
effect prior to the date the contract 15 amended to subject the eontract-
g ageney to the provisions of this section

(¢) Anv person receiving an allowance subject to the merease pro-
vided for herem may elect to wane such merease and continue to re-
cerve their allowance unmodified by the provisions of this section

(d) The board shall eompute the amount by which benefits paid
pursuant to this section exceed the benefits whieh would otherwise be
payable and shall charge anv ~such excess aganst the eontributions of
the State <u that there shall be no inerease m eontribntions of members
by reason of benefits paid pursuant to this seetion

SEc 2 Section 21258 315 added to said eode, to read

212583 (a) The retirement allowance referred to in this seetion
exeludes that portion of a member’s sevvice retirement annmty which
was purehased by his acecumulated additional eontributions

(b1 If a member entitled to credit for prior service retires after
attaiming the compulsory age for serviee retirement applicable to him,
or 1f a member 1s entitled to be credited with 10 years of continuous
state service and retires after attaming age 60, and his retirement al-
lowatice 15 less than nine hundred dollars ($900) per year and less than
his final compensation, his prior or eurrent service pension, as the case
may be, shall be increased so as to cause his total retirement allowance
from this system, and from the retiring annuities system of the uni-
versity, 1f any, to amount te nmine hundred dollars ($900) per year, or
his final compensation, whichever 1s less For each additional year of
contmuons state service beyond 10 years, his prior or e¢urrent service
pension, as the case may be, shall be mcreased so as to cause his total
allowance from this system, and from the retiring annuities system of
the university, 1f any, to be 1nereased by an additional nmimety dollars
($90) a year up to 20 years of contmuous state service for which time
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his prior or current service pension, as the case may be, shall be in-
creased 50 as to eause his total retirement allowanee from the system,
and from the retiring annuities system of the university, 1f any, to
amount to one thousand eipht hundred dollars ($1,800) per year, or
his final compensation, whichever 1s less

(e) Subdivision (b) of this scction apphes to state members and
also to local members if the coniract between the board and the employ-
ing-contracting agency so provides, or if the employing contracting
agency elects to subject 1tself and 1ts employees to the provisions of sub-
division (b) by amendment to 1ts eontract with the board, made as pro-
vided m Section 20461 5

If a local member to whom this section applies 18 employed by more
than one contracting ageney, his ageregate retirement allowances shall
be taken mto account wrrespective of the employer.

FINDINGS

The annual report of the Board of Administration of the State Em-
ployees Retirement System for 1957, on page 7, contoins the following
statement

“Each of the last two sesswons of the Legislature has found 1t neces-
sary to make ereases 1 allowances bemg paid persons already on
retirement These 1ncreases were provided to alleviate loss 1 purchas-
g power due to mflation If adjustments are to continue to be made
as an answer to inflation, there should be serions consideration given to
an overall plan to provide for a retirement allowance which ean fluctu-
ate 1n an orderly manner with changes m living costs.””

The board m 1its report for 1958, on page 16, again refers tu the
subject of “‘Cost of Luving Pensions,’”’ and makes the statement -

““The system 15 valuating the eost of such a program and
will have cust mmformation available when the Legislature 1s 1n
session 7’

The report goes on to state that a review of the State Retirement
System legislation mdieates quite eleaily that it authors, m 1931, did
not have in mind the effects of possible future mflation which has, as
all now recogmize, materially reduced the purchasing power of fixed
retirement allowances No provision was then made to take care of
such eonditions as they have subsequently developed

As the Retirement Board indicated 1n 1ts 1957 report, the Legisla-
ture has heretofore recognized the mnequity, under existing eonditions
of the economy, of a fixed meome allowanee for retired state employes
It is obwvious, the board slates, that this problem cannot be met ov
solved by occasional or internuttent legislative appropriations

Accordingly, the Assembly Subecommuttee of Civil Serviee and State
Personnel on State Retirement Benefits, under the chairmanship of
Edwm L Z'berg, held two meetings, vne on January 25, 1960, and
another on October 20, 1960, to vonsider this problem Assemblyman
Z’berg, prior to the January 25 meetmg stated that the Legwslature
m 1953, 1955 and 1957, had ncreased retirement benefits in order to
meet the rismg cost of living, and it would appear that a way could
be found to automatically increase these benefits to retired employees,
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»o that legislation would not be necessary at every general session.
He further stated that the State Personnel Board report to the Gover-
nor thi, year mdicated that while fringe benefits for employees have
been rismg mm private mdustry, the State finds itself in the unique
position of a deerease 1n the vost of fringe benefits due to the mncreased
return on the money 1unvested by the State Employees’ Retirement
System The report shows a decrease of almost $5,000,000 m fringe
benefit costs for the years 1958 and 1959 Cousideration should also
be given, Z'berg said, to the possible use of some of this money for
mereased Tetirement benefits, either by automatic cost-of-hving in-
creases or by some other means.

As a result of the Janunary 25 meetmmg, a request was made to the
State Personnel Board to obtain a report on the investment operations
of the State Employees’ Retirement System This report was to be made
by Moody’'s Tuvestors Service, and 1t was agreed that as soon as the
report was avatable, another meeting would be held to arrive at a
definite recommendation Following 15 the letter of recommendation
submitted by the Chairman, Edwin L. Z’berg on March 23, 1960, to
the Chairman of the Committee, Charles W Meyers.

Dear Mr MErERS

As a result of the meeting of our subcommttee on retirement
benefits, the following recommendations are submutted, with a
request that they be made a part of a hearing of the full committee

1 The minimum retirement allowanee for any employee who
retires at age 60 with 20 years of service be raised from $100.
Proportionate raises would be granted those who retired at the
mmimum age hmit of 55 through 59

2 A one-tme increase in benefits for employees presently retired
be recommended to the full Legislature

3. This subcommittee remain as constituted for an additwnal
hearing this fall. This committee feels that the proposed legisla-
tion presented to it by the Retived State Employees Association
whieh would tie the merease in retired employees to a general
salary increase appears to be an equitable golution to the problem
of mflation as 1t relafes to retired employees However, we have
requested the State Employees’ Retirement System to have a finan-
cial survey of their portfolio of investments to determne if the
maximum return 1s bemg received from the money mvested. Once
this survey has been aceomplished our subcommittee would like
to meet again to determine if enough additional funds are available
to mplement this program without the necessity of additional
appropriations from the General Fund.

Recommendation No 3 is predicated on the fact that while our
comnuttee is 1 complete agreement as to the fact that some auto-
matie adjustment of retirement allowance should be made, the
ultimate cost would have to be borne either by the State or equally
by the State and 1ts active employees Mr. Payne, of the State
Employees’ Retirement System, requested his board to have a sur-
vey made of their current investment portfolio by a reputable



INTERIM COMMITTEE ON CIVIL SERVICE AND STATE PERSONNEL 31

financial orgamzation BRefore attempting to determine where in-
vreased finanwual support of such a program can be obtlained, we
would Iike to see the results of this survey It is anticipated that
these results will be available this fall, and will be preseuted to
our subcommittee at that time

Respectfully submitted,
Epwin L Z’BERG, Chawman

TUpon receipt of the report from Moody’s Investors Service ( Appendix
F), a meeting was held by the subeomnmttee on October 20, 1960, at
which time the report was presented by Mr William E Payne of the
State Employees” Retirement System, and the proposed bill was dis-
cussed and approved by the subcommittee, with a recommendation to
the full commttee that the bill be introduced as proposed
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MISCELLANEOUS BILLS

(Referred to the Committee for Study by the 1959 Legislature)

1—AB. 2257—Introduced by Mr., Meyers—Affecting mdustral
disability and death benefits under the State Employees’ Retirement
System, and A B 2746—ntroduced by Mr Meyers—increasing benefits
payable upon the death of a person receiving a retirement allowance
under the State Employees’ Retirement System

Recommendation

That action on these measures be held mn abeyance pending action
taken by the 1961 Leciwslature on other measures affecting retirement
beuefits, particularly the question of eo-ordination with Social Security

Findings

The commitiee devoted considerable hearing time to the above meas-
ures and alternative approaches present